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Abstract 
Financing decision is assumed by the company's management team and less by capital providers. The major objective pursued by 
managers is to maximize the firm's market value, value that will be shared between shareholders and capital lenders. Although 
there is an interest community between those involved and the market value of the firm, there are different views on maximizing 
firm value, namely: capital investors follow a remuneration higher return on their investment opportunities and the management 
team is forced to follow the reducement of the cost capitals. The capital cost is the major objective of the management team for at 
least the following reasons: in order to maximize the company's value is required to minimize the costs of all inputs. 
 
 
 
 
 
1. Introduction 
Financing policy of the firm has alternative decision following sources: internal, arising from self-financing 
(depreciation and tax) and from divestitures (disposals) of fixed assets and assets; external capital or attracting 
outside enterprise, which can be their (the shareholders and associates) and borrowed (from banks and / or bonds). 
The funding decision, the main choice is between own resources and those borrowed, the procurement cost selection 
criteria being the funding sources, aiming the weighted reduction of the average capital cost. Financing decision is 
assumed by the company's management team and less capital providers. 
It has as main objectives to reduce capital costs and maximize firm value. It is estimated lower costs in the case 
of bank loans and bonds, provided that the rate is reasonable borrowing (debts / equity ratio ≤ 1). Although 
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attracting capital from shareholders generates the highest costs, increase equity that has the advantage of improving 
the financial structure of the enterprise (Gavrilas, 2007). 
Term funding target covers the funding sources stable assets that are classified by their sequence of appearance 
and liquidity intangible, tangible and financial. 
This grant funds involves long periods of time and can be done from own-capital funds and their reserves and net 
profit, and the term-loan debt, commitments etc. financing from own sources.  
2. Own financial sources 
2.1. Own internal financing sources 
Own internal financing sources, requires the company secures its development on their own, using as financing 
sources a share of profits and depreciation funds. Thus, the company covers both their needs replacement and 
development of fixed assets, current assets and growth. Provisions and divestitures are also sources of funds that 
complement domestic funding sources. 
Given that depreciation and provisions are expenses that are exempt from paying income taxes and net income 
remains a free source of funding, and also the fact that the disinvestment, in some cases, tax-free, it is estimated that 
internal financing has a lower cost than the weighted capital average cost of the entire enterprise and therefore self-
financing is the best solution to cover ongoing capital needs. 
Self-financing capacity (CAF) is obtained monetary surplus company in a period of time and determine, taking 
into account economic and financial aspects of the company. The economics are based on sales forecasts and the 
costs forecasts, while financial matters are considering lending policies promoted by the entity that generates a fixed 
financial expenses, depreciation policy, the profit distribution policy, which reduces both the amount of dividends 
distributed to shareholders and reinvested earnings (Duran, 2000). 
Self-financing capacity is influenced by the company indebtedness influence. As financial structure is more 
indebted, the annual costs are higher and, therefore, reduce profits and self-financing. In the case of long and 
medium term loans (DTML), the condition is the following: DTML / CAF ≤ 4. The longer CAF increases, the more 
the calling credit possibility is higher. 
2.2. External financing from own sources 
Own sources of external financing is needed in most cases, due to the inability of self-financing. In this case we 
turn to its own resources, which prove quite profitable, such as: new capital contributions (in cash and / or in nature) 
or grants from the state budget. 
Capital growth is driven by its own sources of firm dividend policy and company market position (growth shares 
market value). So issuing new shares ensures this. Capital subscription increase by issuing new shares, determine 
the dilution stock effect return by dividing the net profit from a greater holders number (Halpern, 1998). 
Within external financing sources and increase their capital by reserves incorporation, issue premiums and 
undistributed profits, which enable new shares free allocation. 
Internal financing is influenced by dividend policy. Dividend is the remuneration for holding an action within one 
year and is the only shareholders participation form in a joint stock company distributable profit. Early '90s brought 
a strong economic downturn and, along with it, end of the high profits growth rates and dividends per share. As a 
result, global, financial managers had to rethink dividend policy, meaning that many companies have introduced 
reductions in dividends, or ceased to pay (Duran, 1999). 
Dividend policy involves management team decision to distribute profits to shareholders or retained, to be 
reinvested in the business. This policy is the optimal policy that strikes a balance between current dividends and 
future growth rate, so the company's stock price on the market is up. Dividend policy goal promoted by a 
corporation may be one of those shown in Figure 1. 
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Figure 1.  The dividend goal 
 
Optimal dividend policy for a company depends on the factors interaction that influences it, namely: 
reinvestment opportunities available to the firm, alternative capital sources, income preferences for current and 
future shareholders, etc. Thus, in the literature two theories emerged about dividends policy, namely:  
• "Dividend irrelevance" theory says that the policy has no effect on the value of any company on the 
market, or on its capital cost (Miller, 1958). 
• “Theory "bird in hand", supported by Gordon - Lintner said that "firm value is maximized if the profits 
distributed proportion to shareholders in the dividends form is high" because investors perceive 
dividends’ as having a lower risk than any gains capital. 
Because empirical testing two inconclusive theories cannot appreciate how they influence the shares market 
price and the company capital cost to a change in dividend policy.  Therefore, the dividend policy determination in 
practice is extremely difficult. 
Dividend policy should reflect the informational dividends content and the customers’ effect. Customers’ effect 
suggests that the firm will attract those investors to whom it is convenient to dividend company policy (Stancu, 
2004). 
In practice, most companies try to establish a stable dividend payment policy or a stable growth rate, so it pays 
dividends in the form of money constant or steady progress. Other policy dividends types are used in practice: 
Residual dividend policy, under which dividends are paid out of profits remaining after achieving financing 
new investments established by the investment budget; 
• Policy proportion (rate) constant dividend that is paid as dividends follows a constant proportion of the 
profits; 
• low dividend policy plus surplus, according to which the company pays a regular basis, a low dividend 
value, so that it can be maintained even during problems, and pay a extra dividend in good years. 
Dividend policies are established generally so as to provide stable dividends, but taking into account the funds 
availability, investment needs and the profits proportion distributed as dividends, which was established as a goal. 
Follow dividend policy taken by a company in order to identify their preferences, is achieved by using an indicators 
system, which are shown in Figure 2. 
Dividend policy goal 
Confidence building 
and true ownership 
society formation 
The company growth, 
when given to profits 
capitalization and no 
dividend payment 
Increasing 
Trustworthiness 
Company, a trust 
company to third parties 
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Figure 2. System indicators used to track dividend policy  
 
 
Dividend reinvestment plan allows shareholders to use their dividends to purchase company additional shares. 
Investors seeking current income from dividends not because the plan allows shareholders to acquire additional 
shares without having to pay brokerage commissions value this plan. So, the factors that influence dividend policy 
could be summarized as follows: 
• Legal regulations (legal constraints) stipulates that the dividends must be paid from profits (either 
current profits of the current year or in the previous years); 
• The company financial situation, meaning that if the firm borrows from banks or issue bonds on the 
market, it faces a restriction which is that dividends will be paid only after all due to the debtors; 
• Insolvency firm, in which case its liabilities exceed its assets, or the situation in which the firm cannot 
meet its current liabilities, as they mature; 
• The cash availability in the company. Dividends may be paid, in general, only cash. Thus, a cash 
shortage in the current account in the bank cannot pay dividends. However, the ability to borrow can 
offset this factor; 
• Investment opportunities. Opportunity to accelerate or delay investment projects will allow the 
company to respect the dividends proportion more easily established; 
• Ability to replace the borrowed capital to equity, in the sense of allocating the dividend part which 
ensures lower costs; 
• Taxes. Bonds, preferred shares and common shares have different effects in taxation terms for the 
issuing company. 
That, together with influencing factors mentioned above, there are others (access to capital markets, investor 
preferences, management team control, etc.), we conclude that dividend policy decisions are actually exercises 
discernment and decisions that cannot be quantified precisely. Dividend policy provides: 
• Dividends distribution depends on the shares issued, namely: if the shares are ordinary (voting), 
dividend size and shares efficiency will be equal for all shares; so if the company issued ordinary 
shares and the priority rights, allocation shall be made according to the characteristics of those actions; 
• Dividends paid in shares does not affect the position of current shareholders that is made according to 
the following algorithm: at dividends of 6% owner of 100 shares receives plus 6 shares, without paying 
for them, at dividend of 30%, the same owner with 100 shares receives extra 30 shares. In conclusion, 
the shares number increases, profits, dividends and share price decline: 
• Splitting shares is, according to some financial experts, required the existence of an optimal price 
range for securities. Optimal must be understood here in the sense that the price is within this range, 
the ratio profit / share and therefore the company value will be maximized.  
Indicators 
system  
dividend per 
share 
efficiency  per 
share 
dividend 
distribution 
rate 
benefit per share capitalization ratio 
self-financing 
capacity per 
share 
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Although the economic effects of share splits and dividends paid in shares are virtually identical, in accounting 
terms they cause different effects. Thus, the new shares from dividends, capital transfer from the balance sheet 
position "accumulated profits" in balance sheet position "social capital". 
Shares repurchase is an important decision that can take a company to buy some of its shares on the market. The 
redemption reasons are varied from which we mention: company has excess cash, the managerial team believes that 
the company's shares are undervalued management team believes that shareholders will benefit more if the company 
redeem some of the shares, unless the excess funds are paid as dividends in cash Shares repurchase, usually can be 
done in three ways:  
• Public offer (public announcement that the company offers to buy a number of its shares at a certain 
price, at a time); 
• Open-market repurchase (stock exchange through a broker); 
• Disproportionate (the company may buy a stake from a leading owner, after negotiation).  
Effects repurchase shares under the same conditions to win the company are:  
• Profits per share for the remaining shares, less, grow; 
• Higher price of the stock market, a higher earnings result per share;  
• Capital gains were replaced with dividends;  
• Take place  the change in the company capital structure; 
• Company redemption as dividends.  
Besides the positive effects mentioned, redemption presents a number of disadvantages for both shareholders and 
management team, namely: 
• For shareholders - the stock price, shareholders benefit more from dividends than capital, which is why I 
disagree with redemption;  
•  Management team could pay too high a price for the repurchased shares, which would disadvantage the 
remaining shareholders;  
• The management team, would disadvantage lies in the fact that investors might perceive as repurchase 
program would be a signal that the team cannot locate profitable investment projects.  
3. Final conclusions  
Term financing policy is a strategic decision that is based on a series of technical and financial elements that must 
be in financial decision makers’ attention. This refers to the opportunity cost involved in giving up a great 
opportunity, investments and life savings that they generate, net cash flow expected over the economic life of the 
project etc. 
Full financial analysis regarding the investment process and choosing the optimal investment and financing 
should have based on objective criteria decision making which allow minimizing costs and maximizing resources all 
incoming market value of the company. 
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